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SUMMARY

TheMedicare, Medicaid, and SCHIP Benefits mprovement and Protection Act (BIPA) was
enacted at the end of the 106th Congress as part of the Consolidated Appropriations Act
(Public Law 106-554.)

BIPA modifies Medicare's payment rates for many services and adds coverage of certain
preventive and therapeutic services. It also makes changes to both Medicaid and the State
Children’ sHealth Insurance Program (SCHIP). Theact requiresthe Administrationto issue
regulations to reduce the growth of a mechanism used by states to obtain federal matching
payments from Medicaid without an actual matching expenditure of state or local funds.
BIPA aso increases the allotments to states of funds distributed through the Medicaid
disproportionate share (DSH) program, and postpones the expiration of funds appropriated
for SCHIPin 1998 and 1999. Finally, BIPA makes mandatory appropriationsfor the Ricky
Ray Hemophilia Relief Fund and for severa diabetes programs.

CBO estimates that BIPA will increase federal direct spending by $3.9 hillion in fiscal year
2001, by $17 billion over the 2001-2005 period, and by a total of $15 hillion over the
2001-2010 period. During the 2001-2010 period, the act will increase Medicare payments
to providers by about $94 billion and increase spending by $1 billion in SCHIP and other
programs. Those increases will be largely offset by a $13 billion increase in Medicare
premiums paid by beneficiaries and a $68 hillion reduction in federal Medicaid spending.




ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated annual impact of BIPA on direct spending is shown in the following table.
The costs of this legidation fall within budget functions 550 (health) and 570 (Medicare).

CBO estimates that, over the 2001-2010 period, the act will add about $62 billion in
paymentsto Medicare providersin thefee-for-service sector and will make specific changes
that will add another $12 billion in payments to organizations in the Medicare+Choice
program. Furthermore, payment rates for M edicare+Choice plans are based on spending in
thefee-for-service sector, so provisionsof the act that increase fee-for-service spending will
lead to higher paymentsto Medicare+Choiceplans. Theestimatedincreaseinfee-for-service
spending in 2001 was not large enough to trigger an increase in M edicare+Choice payment
ratesfor 2001, because other provisionsin prior and current law raised those rates above the
amounts that would have resulted based on spending in the fee-for-service sector'. There
will beanimpact in subsequent years, however. CBO estimatesthat theincreasein spending
attributable to the interaction between fee-for-service spending and Medicare+Choice
payment rates will total $6 billion during the 2002-2005 period and $20 billion over the
2001-2010 period.

Increased spending for Medicare Part B will be partially offset by higher Part B premiums.
The premium for 2001 is $50.00 per month and was not changed by this act. In subsequent
years, however, about 25 percent of new Part B outlays will be covered by additional
premiums paid by beneficiaries. CBO estimates that those premium paymentswill increase
by $4 bhillion from 2001 through 2005 and by almost $13 billion during the
2001-2010 period.

CBO estimates that, over the 2001-2010 period, the act will reduce Medicaid spending by
about $68 billion. The requirement that the Administration issue regulations to constrain
states' use of a mechanism to obtain federal matching payments from Medicaid without an
actual matching expenditureof state or local fundswill reduce spending by about $77 billion.
Almost $10 billion of that reduction will be offset by other provisions, including increases
in the allotments to states of funds distributed through the Medicaid disproportionate share
program, higher payments to federally qualified health centers and rural health clinics, and
several programs to increase the enrollment of eligible individualsin Medicaid.

! However, payment rates for Medicare+Choice plans were increased beginning March 1, 2001, as aresult of several BIPA provisions that
directly modified the payment rules for Medicare+Choice plans.
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ESTIMATED BUDGETARY EFFECTS OF THE MEDICARE, MEDICAID, AND SCHIP BENEFITSIMPROVEMENT AND

PROTECTION ACT OF 2000 (H.R. 5661)

Outlays, By Fiscal Year, in Billions of Dollars

2001 2002

2001-

2001-

2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

CHANGESIN DIRECT SPENDING

Medicare

Title!l: Medicare Beneficiary | mprovements
Subtitle A—Improved Preventive Benefits
Subtitle B—Other Beneficiary |mprovements
Subtitle C—Demonstration Projects

Titlell: Rural Health Care I mprovements
Subtitle A—Critical Access Hospitals
Subtitle B—Other Rural Hospitals
Subtitle C—Other Rural Provisions

Titlel11: Provisions Relating to Part A
Subtitle A—Hospital Inpatient Services
Subtitle B—Skilled Nursing Facilities
Subtitle C—Hospice Care
Subtitle D—Waive Penalty for Late Enrollment

Title1V: Provisions Relating to Part B
Subtitle A—Hospital Outpatient Services
Subtitle B—Physicians' Services
Subtitle C—Other Services

TitleV: Provisions Relating to Parts A and B
Subtitle A—Home Health Services
Subtitle B—Direct Graduate M edical Education
Subtitle C—Coverage and Appeals Process
Subtitle D—Accessto New Technologies
Subtitle E—Other Provisions

TitleVI: Medicare Managed Care
TitleVII: Medicaid (Effect on Medicare)

Title1X: Other Provisions
Subtitle A—PACE Waivers

Medicare+Choice | nteraction
Subtotal, Gross M edicare Outlays

Premium Receipts
Subtotal, Net M edicare Outlays

Medicaid, SCHIP and Other
TitleVII: Medicaid (Effect on Medicaid and
SCHIP)

Medicaid Spending for Medicare Enrollees
TitleVIII: SCHIP

TitlelX: Other Provisions
Subtitle D—Mandatory Appropriations

Subtotal, Medicaid, SCHIP and Other
Total Changes
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NOTES: SCHIP isthe State Children's Health Insurance Program.

* = Between -$50 million and $50 million.

a.  Waiver of thelate enrollment penalty has no effect on gross outlays.

2001-2010 period) isincluded in the premium receiptsline.

The budgetary effect (aloss of less than $50 million in premium collections during the




BUDGETARY IMPACT OF MAJOR PROVISIONS

The following sections discuss changes in gross outlays directly attributable to provisions
of the act. In addition, the estimate includes three other effects. the effect of changesin
Medicare spending in the fee-for-service sector on payment rates for enrollees in
M edicaret+Choice plans; the effect of changes in Medicare Part B outlays on receipts from
Part B premiums; and the effect on federal spending for Medicaid of changesin Medicare
coverage, Part B premiums, and cost-sharing requirements.

Titlel: Medicare Beneficiary Improvements

Subtitle A, Improved Preventive Benefits. The act adds coverage under Medicare of two
preventive services and modifies coverage and payment rates for three currently-covered
preventive services. Individuals with a high risk for glaucoma are newly eligible for
coverage of an annua glaucoma screening exam, and individuals with diabetes or rena
diseaseare newly eligiblefor medical-nutrition therapy and counseling services. Inaddition,
BIPA makes all Medicare beneficiaries eligible for coverage of screening colonoscopy
services; previously those services were covered only for individuals with a high risk for
colon cancer. The act also increases payment rates for certain mammography services and
requires Medicare to pay for screening pap smears and pelvic exams as frequently as every
two years, instead of every three years. CBO estimates those provisions will increase
Medicare spending in the fee-for-service sector by $0.1 billion in 2001, $1.6 billion during
the 2001-2005 period, and $4.1 billion through 2010.

Subtitle B, Other Beneficiary |mprovements. BIPA shiftsresponsibility for payment of
certain costs from beneficiaries to the Medicare program; broadens the set of drugs and
biologicals (which are biologically-derived substancesthat require injection to be effective)
covered under Medicare; and, for individuals under 65 who are disabled by amyotrophic
lateral sclerosis (ALS, also known as Lou Gehrig's disease), waives the 24-month waiting
period before they may enroll in Medicare. CBO estimates those provisions will increase
Medicare spending in the fee-for-service sector by $0.4 billion in 2001, $3.8 billion from
2001 through 2005, and $12.8 billion through 2010.

Cost Sharing for Hospital Outpatient Services. The Balanced Budget Act of 1997 (BBA)
established a fee schedule for hospital outpatient services and a separate schedule for the
cost-sharing amounts to be paid by beneficiaries for those services. Medicare pays the
difference between thetwo amounts. Thefeesare adjusted each year for inflation and other



factors (such as changes in technology and in the volume of services), whereas the
cost-sharing amounts were frozen until they declined to 20 percent of the amount specified
in the fee schedul €.

BIPA further reduces the cost-sharing amounts for certain services to the lower of the
deductible for hospital inpatient services ($792 in 2001) or a specified percentage of the
standard fee-schedule amount. That percentage will be reduced from 57 percent in 2001 to
40 percent in 2006 and subsequent years®. CBO estimates that this provision will increase
Medicare payments by $0.2 billion in 2001 and by $5.7 billion from 2001 through 2010.

Cost Sharing for Drugs Covered under Part B. After abeneficiary has met the $100 annual
deductible for Part B services, the Medicare program pays "participating” providers
80 percent of the usual fee for covered drugs (and for most other Part B services that have
a cost-sharing requirement) and the beneficiary pays the other 20 percent. Under prior law,
If a provider did not participate, the program paid 76 percent of the usual fee and the
beneficiary paid up to about 33 percent of the usual fee®. (Thus, a provider who did not
participate could collect about 9 percent more than the usual fee.)

BIPA limits beneficiaries cost-sharing obligation to 19 percent of the usual fee for covered
drugs furnished by nonparticipating providers. The Medicare program will continue to pay
76 percent of the usual fee, so nonparticipating physicianswill receive only 95 percent of the
usual feefor those drugs. CBO expectsthat this provision will result in aslight increasein
the number of providerswho participate, with the program paying those providers 80 percent
of theusual feefor all of the covered servicesthey furnish. CBO estimatesthat the provision
will increase Medicare spending by about $0.2 billion over the 2001-2010 period.

Sandard for Coverage of Drugs and Biologicals under Part B. Under prior law, Medicare
covered drugs and biologicals provided incident to a physician’s service if the drug or
biological could not be administered by the patient himself. BIPA changes that standard to
cover drugs and biologicals provided incident to aphysician’ s service if patients usually do
not administer the product themselves. CBO estimates that this change in the definition of
a covered drug will increase Medicare spending by less than $50 million in 2001 and by
$4.8 billion over the 2001-2010 period.

2 When BBA was enacted, payments by beneficiaries accounted for about half of the total fees, with beneficiaries paying far morethan half of
the total for some services.

8 After 2006, cost-sharing amounts for services affected by this provision will remain at 40 percent of the fee schedule amount (that is, the
copayment will grow at the samerate as the amount specified for the servicein the fee schedul€) until the copayment increases to the amount
at which it was frozen by the BBA. The copayment amount will then be frozen until it declines to 20 percent of the amount specified inthe
fee schedule.

Beneficiaries are billed more than the usual cost-sharing amount (generally 20 percent) on 4 percent of claims.

5



Immunosuppressive Drugs. Under prior law, Medicare covered immunosuppressive drugs
for threeto four years after abeneficiary received an organ transplant covered by Medicare.
BIPA eliminates that time limit. This provision will increase Medicare expenditures by
about $0.1 billion in 2001 and by $1.4 billion over the 2001-2010 period.

Waive Waiting Period for ALS. Individuals under 65 are entitled to enroll in Medicare
24 months after becoming entitled to disability insurance benefits under Social Security.
BIPA waives that 24-month waiting period, effective July 1, 2001, for persons diagnosed
with ALS. CBO estimates that this provision will increase Medicare spending by
$0.1 billion in 2001 and by $0.7 billion during the 2001-2010 period.

Subtitle C, Demonstration Projects. The act requires Medicare to conduct demonstration
projects to evaluate the budgetary and health effects of Medicare coverage of disease
management services, clinical trialsfor cancer treatment, and alifestyle modification project.
CBO estimates that those demonstrations will not have a significant effect on Medicare
spending, because the clinical trials demonstration is small, the lifestyle modification
provision largely codifies a demonstration project established under prior law, and the
disease management demonstration will be difficult, if not impossible, to implement.

The disease management demonstration is a three-year project to evauate the impact of
disease management services on the costs and health of Medicare Part B beneficiaries with
certain medical conditions. Participantswill be entitled to coverage of all their prescription
drugsthrough the enrolling disease management organization (DM O) with only “ modest cost
sharing.” Offering such highly desirable drug benefitswill create strong demand for disease
management services among chronically ill beneficiaries.

CBO expects that DMOs will not enter into contracts with the Secretary because of the
nature of the agreements that are required by the act. The act specifies that the fee paid to
DMOs be negotiated in a manner that would guarantee a "net reduction in expenditures
under the Medicare program" for participating beneficiaries. Given such arequirement, it
Is unlikely that the full cost of prescription drugs could be covered by the negotiated fee.
CBO anticipatesthat DM Oswill not assumerisk for all costsassociated with providing drug
coverage if those costs are not reflected in the negotiated fee, especially since DMOs will
not have any gatekeeper authority to control access to or reimbursement for drugs or for
covered Medicare benefits. Without participation by DMOs in the demonstration project,
no significant costs will be incurred.



Titlell: Rural Health Carelmprovements

SubtitleA, Critical AccessHospitals. The BBA established special payment rulesfor rural
hospitals designated as critical access hospitals. BIPA eliminates the cost-sharing
requirement for Medicare beneficiaries receiving outpatient laboratory services from a
critical access hospital and increases payment rates for certain physician services, skilled
nursing services, and ambulance servicesfurnished in or by those hospitals. CBO estimates
those provisions will increase Medicare spending by less than $50 million in 2001,
$0.2 billion during the 2001-2005 period, and $0.7 billion through 2010.

Subtitle B, Other Rural Hospitals. Hospitals that serve a large number of low-income
patients may qualify for a" disproportionate share" adjustment to the basic payment ratesfor
inpatient services. Under prior law, rura hospitals faced higher thresholds than urban
hospitals to qualify for that adjustment, and qualifying rural hospitals generally received a
much lower percentage adjustment than urban hospitals. BIPA eliminates the separate
thresholds for rural hospitals, and increases the size of the adjustment for most qualifying
rural hospitals. The act also allows more hospitalsto receive higher payments by making it
easier to qualify as a Medicare-dependent, small rural hospital, or as a sole community
hospital. CBO estimates those provisions will increase Medicare spending by $0.1 billion
in 2001, $1.0 billion from 2001 through 2005, and $2.3 billion through 2010.

Subtitle C, Other Rural Provisions. The act provides for additional payments for miles
17 through 50 for ambulance tripsin rural areas between July 1, 2001, and January 1, 2004.
The act also expands reimbursement for Medicare services provided via certain
telecommuni cations systems, which began in alimited way under the BBA. Reimbursement
will be limited to specific types of providers and service sites within rural areas and within
areas participating in current federally-approved tel emedicine demonstrations. Unlike prior
law, the referring provider will no longer be required to be present during the telemedicine
service, and the referring and consulting providers will no longer be required to split the
servicefee. In addition, the act establishes permanent authority for a physician assistant to
bill Medicare directly if he or she owned a rural health clinic that lost the ability to bill
directly under the BBA. It also exempts hospitals of fewer than 50 beds that own rural
health clinicsfromthe per-visitlimit. CBO estimatesthat these provisionswill cost lessthan
$50 million in 2001, $0.3 billion between 2001 and 2005, and $2.1 billion through 2010.



Titlell1: ProvisonsRelatingto Part A

Subtitle A, Hospital Inpatient Services. CBO estimatesthat provisionsin BIPA affecting
payment ratesfor hospital inpatient serviceswill increase M edicare spending by $1.0 billion
in 2001, $5.2 billion from 2001 through 2005, and $9.6 billion through 2010.

Theact permanently increasespayment ratesby 1.1 percent for the operating-cost component
of inpatient servicesfurnished by hospital s paid under the prospective payment system. That
increase wasimplemented on April 1, 2001, sotherewill beatemporary 2.2 percent increase
to payment rates for the second half of fiscal year 2001. The act aso establishes an
additional temporary increase of 0.55 percent in 2002. Those changes will increase
Medicare spending by $0.5 billion in 2001 and by $8.3 billion over the 2001-2010 period.

BIPA also increases the adjustments to payment rates in 2001 and 2002 for teaching
hospitals and disproportionate share hospitals; delays until 2003 the full implementation of
prospective payment systems for psychiatric, rehabilitation, and long-term hospitals and
hospital units; and makes it easier for hospitals to qualify for higher payments by being
reclassifiedinto anearby urbanarea. CBO estimatesthoseprovisionswill increaseMedicare
spending by $0.4 billion in 2001 and by $1.3 billion through 2003; they will not have a
significant effect on Medicare spending after 2003.

SubtitleB, Skilled Nursing Facilities. The BBA established aprospective payment system
for servicesfurnished by skilled nursing facilities. Under that system, whichisbeing phased
in through 2003, skilled nursing facilitieswill be paid a prospectively determined daily rate
for each patient. That payment amount will be based on the resource utilization group
(RUG) to which the patient is assigned based on characteristics of the patient's condition.

BIPA permanently increases the daily payment rates by 1 percent (implemented as a
temporary 2 percent increase during the second half of fiscal year 2001), with atemporary
additional increase of 0.5 percent in 2001 and a separate temporary one-sixth increasein the
nursing component of the federal prospective payment rate from April 2001 through
September 2002. The act also permits entities other than skilled nursing facilitiesto bill for
services covered by Part B and furnished to patients who are not in astay covered by Part A.
CBO estimates the provisions related to skilled nursing facilities will increase Medicare
spending by $0.2 billion in 2001, $1.5 billion from 2001 through 2005, and $2.1 billion
through 2010.

SubtitleC, HospiceCar e. Theact permanently increases payment ratesfor hospice services
by 5 percent, beginning April 1, 2001. Federal spending will increase by less than
$50 million in 2001, $0.6 billion during the 2001-2005 period, and $1.4 billion through
2010.



SubtitleD, Waive Penalty for Late Enrollment. People automatically becomeéligibleto
enroll in Medicare Part A through employment (or through a spouse's employment) if they
and their employer pay Medicare payroll taxesfor at least 40 quarters. Others can buy into
M edicare upon turning 65 by paying aPart A premium. However, if they do not enroll when
they arefirst eligible, alate-enrollment penalty is added to that premium.

Until 1990, some people employed by state and local governments did not pay Medicare
payroll taxes and did not become eligible to enroll in Part A through their employment. In
many cases, the state or local government pays the Part A premium for such retirees. BIPA
waivesthelate enrollment penalty, beginning in 2002, for thoseindividuals. CBO estimates
that this provision will reduce premium collections by less than $50 million during the
2001-2010 period.

TitlelV: ProvisionsRelating to Part B

Subtitle A, Hospital Outpatient Services. The BBA established afee schedulefor hospital
outpatient servicesto replace asystem under which hospitalswerereimbursed based ontheir
costs. BIPA permanently increases payment rates under that fee schedule by 1 percent and
appliesto additional technologies aprovision in prior law under which hospitals that adopt
new technologies that increase costs are paid outside the fee schedule for using those
technologies. BIPA also broadens the set of hospitals that are covered by provisions that
limit the amount that their payments will decline as a result of the transition to the fee
schedule. CBO estimates those provisionswill increase Medicare spending by $0.5 billion
in 2001, $5.7 billion from 2001 through 2005, and $14.2 billion through 2010.

Paying for more cost-increasing new technologies outside the fee schedule accounts for
$12.7 billion of the 10-year total. The Balanced Budget Refinement Act of 1999 (BBRA)
established the separate payment for cost-increasing new technologies. Under the BBRA
provision, Medicare pays for those services based on their cost; those separate payments
cannot exceed 2.5 percent of Medicare spending for hospital outpatient services. (That limit
Isreduced to 2.0 percent in 2004 and subsequent years.) The BBRA requires aproportional
reduction in each separate payment if the Secretary estimatesthat the limit will be exceeded.
Payments for a service may be based on cost for up to three years before it must be brought
back onto the fee schedule.

CBO estimates that the cost of technologies eligible for separate payment under the rules
established by BBRA and modified by BIPA will substantially exceed the limits established
by BBRA. CBO'sestimateisbased on the assumption that the Secretary will not imposethe
draconian reductions in payment rates that would keep the separate payments within the
2.5 percent limit for 2001, and that those higher payments will be incorporated into the fee
schedule in subsequent years.



Subtitle B, Physicians Services. BIPA authorizes ademonstration project to evaluate the
use of incentive payments to physicians group practices to encourage coordination of care
through efficient service delivery systems. CBO estimates that this demonstration project
will not have a significant effect on Medicare spending.

Subtitle C, Other Services. The act permanently increases payment ratesfor many Part B
services, temporarily increases spending for other services by postponing implementation of
provisionsin prior law, and modifiesthe eligibility criteriafor providers of Part B services.
CBO estimates these provisions will increase Medicare spending by $0.1 billion in 2001,
$1.2 hillion between 2001 and 2005, and $2.7 billion through 2010.

Providers of dialysis services, durable medical equipment, prosthetics and orthotics, and
ambulance services will receive higher updates to payment rates in 2001 (and in 2002 for
some services), which will permanently increase the amounts paid for those services. The
act temporarily increases spending for occupational and physical therapy services,
ambulatory surgery, and drugs and biologicals covered under Part B, by delaying
implementation of provisions in prior law that would have reduced spending for those
services.

BIPA aso authorizes certain tribal facilities and Indian Health Service facilities to hill
Medicare directly (rather than submitting claimsto the Indian Health Service) and modifies
the qualifications for community mental health centers and suppliers of prosthetics and
orthotics to provide services covered by Medicare.

TitleV: ProvisionsRelating to Parts A and B

SubtitleA,HomeHealth Services. CBO estimatesthe provisionsapplicableto homehealth
agencies will increase federal payments by $0.7 billion in 2001, $1.8 billion through 2005,
and $3.8 billion through 2010. The act delays for one year the 15 percent reduction in the
home health payment rates set to occur October 1, 2001, and it increasesthe updatefor home
health payment ratesin 2001 by 1.1 percent. It eliminates periodic interim paymentsto the
home health agencies, but to assist with thetransition, it providesfor apayment to qualifying
agencies equal to four times the last full fortnightly periodic interim payment. That
additional periodic interim payment will be included in the settlement of the last cost report
from the interim payment system. The act aso clarifies the law regarding the use of
telemedicine by home health agencies, and it modifiesthe definition of homebound to permit
beneficiaries to regularly attend certain adult day-care programs without violating the
requirement that the beneficiary be confined to his or her home. The act also temporarily
Increases paymentsto rural home health agencies by 10 percent from April 1, 2001, through
March 31, 2002.
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SubtitleB, Direct GraduateM edical Education. BBRA established afloor for calculating
Medicare payments for the cost of operating a medical education program at 70 percent of
the adjusted national average cost per resident. BIPA raises that floor to 85 percent of the
national average. Inaddition, the act changestheformulaby which subsidiesfor nursing and
alied health education programs are all ocated to hospitals. CBO estimates those provisions
will have a negligible effect on Medicare spending in 2001, and will increase Medicare
spending by $0.4 billion over the 2001-2005 period and by $0.8 billion through 2010.

Subtitle C, Coverage and Appeals Process. The act modifies the Medicare coverage and
appeals process in a number of ways. In general, it specifies time limits for initial
determinations and instructs the Secretary to enter into contracts with independent
contractors to review appealed claims. The act also establishes a process for an expedited
review if aphysician believes adenied clam will put abeneficiary at risk. In addition, the
act clarifies the circumstances under which a beneficiary can challenge a decision at the
national or local level that Medicare does not cover aservice. CBO estimatesthe cost of the
coverage and appeals provisions to be less than $50 million in 2001, $0.4 billion between
2001 and 2005, and $2.0 billion through 2010.

Subtitle D, Access to New Technologies. The act modifies the process for establishing
codes and payment ratesfor certain clinical laboratory tests and durable medical equipment.
CBO estimates those provisions will increase Medicare spending by $0.1 billion between
2001 and 2010.

BIPA also requires the Secretary to establish a mechanism for paying additional amountsto
hospitals that employ cost-increasing new technologies in inpatient care. As with the
provision establishing separate paymentsfor theuseof cost-increasing technology in hospital
outpatient departments, this provision is intended to be budget-neutral. Unlike that
provision, the budget-neutrality adjustment will be implemented by reducing the basic
payment rate for all inpatient services (rather than by reducing the separate payment for the
cost-increasing technologies.) CBO assumes that the budget-neutrality adjustment will be
effective, and estimates that the provision will not have a significant effect on Medicare
spending.

Subtitle E, Other Provisions. BIPA increases Medicare payments to hospitals for "bad
debt"—the cost-sharing amounts that hospitals do not collect from Medicare beneficiaries
or from Medicaid programs on behalf of certain low-income Medicare beneficiaries—from
55 percent of bad debt to 70 percent. CBO estimates that this provision will increase
Medicare spending by $0.2 billion in 2001, $1.2 billion through 2005, and $2.7 billion
through 2010.

Thisprovisionwill also affect Medicaid, which paysfor cost sharing for certain low-income
Medicarebeneficiaries. Stateshavetheoption of limiting their paymentsfor cost sharing for
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these beneficiaries to the difference between their Medicaid rates and the amount that
Medicare pays. (If astate's Medicaid rate isless than the Medicare payment, the state may
choose to pay nothing for cost sharing.) About two-thirds of states have chosen to pay cost
sharing based on Medicaid rates.

Although hospitals are required to accept Medicaid rates as payment in full, any unpaid cost
sharing is considered bad debt under Medicarerules. Under BIPA, CBO expectsthat more
states will limit their cost sharing to Medicaid rates, since Medicare will now pay alarger
share of the resulting bad debt. CBO estimates this change will lower federal Medicaid
spending by $1.2 billion over the 2001-2010 period. (Those federal Medicaid savings are
included in the “Medicaid Spending for Medicare Enrollees’ line in the table.)

TitleVI: Medicare Managed Care

B1PA makesnumerouschangesto the M edi care+Choice program, which pays managed care
organizations for services to enrolled Medicare beneficiaries. Prior law established a
minimum monthly payment rate ($415in 2001, before adjusting for demographic factorsand
health status) and guaranteed that the monthly payment rate would increase by at least
2 percent each year. BIPA raisesthe minimum amount in 2001 to $475 in most counties and
to $525 in counties in metropolitan areas with a population greater than 250,000. The act
a so increases the minimum update to 3 percent for 2001. BIPA also extendsto 10 yearsthe
transition to the use of improved methods of adjusting paymentsto Medicare+Choice plans
to reflect differences in expected costs related to beneficiaries health status. The act also
extends and modifies a number of managed care demonstration projects. CBO estimates
those provisions will increase Medicare spending by $0.6 billion in 2001, $4.9 billion over
the 2001-2005 period, and $12.4 billion through 2010.

TitleVIIl: Medicaid

CBO estimates that the provisions of title VII will reduce federal Medicaid spending by
$16.3 billion over the 2001-2005 period and $68.2 billion over the 2001-2010 period. These
savings are in addition to the effects of the act’s Medicare provisions on Medicaid spending
that were discussed earlier. TitleVII will alsoincrease outlaysfor Medicare (by $0.1 billion
and $0.3 billion, respectively, over the same periods) and SCHIP (by less than $50 million
and by less than $0.1 billion, respectively, over the same periods).

I ncreased disproportionate sharehospital (DSH) payments. The act makes anumber of
changesto the Medicaid DSH program and provides assistance to certain public hospitals.
In total, these changes will increase federal Medicaid spending by $3.9 hillion over the
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2001-2005 period and $6.1 billion over the 2001-2010 period.

Soecial rule for 2001 and 2002 allotments. Prior law established allotments for each state
that set an upper bound on federal Medicaid DSH paymentsfor each year from 1998 through
2002. Allotments for most states declined during this period. After 2002, state allotments
were set at the 2002 amount adjusted for inflation.

Under BIPA, DSH allotments for 2001 and 2002 will be the 2000 amount adjusted for
inflation. DSH alotmentsin later years will still be based on the 2002 amounts set under
prior law. CBO estimates that these higher allotments will increase federal DSH spending
by $0.3 billion in 2001 and $0.6 billion in 2002, with no change in subsequent years. This
estimate is net of an offsetting decrease in payments for hospital services.

Higher allotments for low-DSH states. The act increases the 2001 allotments for states
whose 1999 DSH spending was greater than zero and less than 1 percent of their total
Medicaid spending. For these states, the 2001 allotment will be 1 percent of their total
(federal and state) Medicaid spending in 2001. In later years, the DSH allotments for these
states will be the 2001 amount adjusted for inflation.

CBO anticipates that this provision will affect 11 states, raising their combined DSH
allotmentsin 2001 from $37 million to $115 million. However, some states will probably
not be able to spend all of their additional allotments because of various restrictions on how
DSH funds may be spent. Overall, CBO estimates that this provision will raise federa
Medicaid spending by $0.3 billion over the 2001-2005 period and $0.6 billion over the
2001-2010 period.

| dentification of Medicaid managed care patients. BIPA clarifies that Medicaid enrollees
in managed care plans should be included in the calculation of a hospital’s inpatient and
low-income utilization rate, afactor used to determinewhich hospitalsare eligibletoreceive
DSH payments. The act aso specifies that states must require that managed care
organizations provide information regarding hospital services paid for by Medicaid. CBO
estimates that this provision will increase federal DSH outlays by |ess than $50 million over
the 2001-2010 period.

Temporary increase in limit on DSH payments to individual hospitals. Under prior law,
DSH paymentsto an individual hospital were limited to 100 percent of the hospital’s costs
for uncompensated care. (A specia rule gave California a higher limit of 175 percent.)
BIPA raises the limit on DSH payments to public hospitalsin al states to 175 percent of
uncompensated care for two state fiscal years, starting with the first fiscal year that begins
after September 30, 2002. (For most states, this will be the fiscal year that starts on
July 1, 2003.) The act also increases the expenditure limits for states with section 1115
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waivers (which allow states to conduct demonstration projects and hold states to certain
spending limitations) to reflect DSH payments that exceed 100 percent of the cost of
uncompensated care. CBO’ sestimate assumesthat thischangewill allow stateswith section
1115 waivers to make payments to DSH hospitals in excess of their allotments.

CBO estimates that these provisions will increase federal Medicaid outlays by $1.9 billion
over the2001-2010 period, and that thisadditional spending will occur entirely in stateswith
section 1115 waivers’. (Because all states are likely to spend their entire DSH allotment by
fiscal year 2003, the 175 percent limit may affect the distribution of DSH spending among
states that do not have section 1115 waivers, but not the total amount.)

Assistance for certain public hospitals. Starting in 2002, the act will allow states to make
additional paymentsto public hospitalsthat were in operation on October 1, 2000, were not
receiving DSH payments on that date, and have alow-income utilization rate of 65 percent
or higher. Those payments will not be subject to annual state DSH allotments and will be
limited to $15 million in 2002, $176 million in 2003, $269 million in 2004, $330 millionin
2005, and $375 million annually after that.

CBO anticipatesthat at |east one hospital (Cook County Hospital in lllinois) will qualify for
those payments and that, even if no other hospitals qualify, payments to that hospital alone
will equal the amounts authorized. As a result, CBO estimates that this provision will
increase federal Medicaid spending by $0.8 billion over the 2001-2005 period and
$2.7 hillion over the 2001-2010 period.

New payment system for federally qualified health centers (FQHCs) and rural health
clinics (RHCs). Previoudly, payments for services provided by FQHCs and RHCs were
based on Medicaid’ s share of total costsinthosefacilities. The Medicaid sharewas usually
determined using the percentage of visits that were covered by Medicaid. Prior to BBA,
states had to reimburse FQHCs and RHCs for 100 percent of their Medicaid-related costs.
BBA (and subsequent changes made by BBRA) phased out thisrequirement, allowing states
to reduce their payments to 95 percent of costsin 2001 and 2002, 90 percent in 2003, and
85 percent in 2004. After 2004, states would no longer have had to pay based on costs. At
the end of 2000, states with over half of all FQHC enrollees had chosen to continue
cost-based reimbursement.

BIPA requires states to reimburse FQHCs and RHCs using a new payment system based on
afixed payment per visit. In 2001, the amount of this payment will be based on 100 percent
of the average cost per visit over the 1999-2000 period, adjusted for any change in the

s After CBO prepared its estimate, the Administration indicated that, according to itsinterpretation of thisprovision, stateswill not be ableto
make payments in excess of their allotments. Asaresult, these provisions will not affect DSH spending.
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intensity of services provided. Thisinitial per-visit amount will then be adjusted annually
for any inflation in the cost of primary care services and any change in the intensity of
services provided.

CBO anticipates that FQHCs and RHCs will respond to the new payment system by
Increasing the number of visits used to provide services to Medicaid beneficiaries. With a
fixed payment amount per visit, the additional visitswill result in higher Medicaid payments
to FOHCs and RHCs, even in states that had chosen to continue cost-based reimbursement
under prior law. By 2005, CBO expects that Medicaid visitsin FQHCs and RHCs will be
10 percent higher than they would have been under prior law. We estimate that this new
payment system will increase federal Medicaid outlays by $0.3 billion over the 2001-2005
period and $1.0 billion over the 2001-2010 period.

Expansion of County-Operated Health Systems. California’ sMedicaid programincludes
entities known as County-Operated Health Systems (COHSs), which are managed care
systems that are paid on a fully-capitated basis and offer comprehensive services to all
Medicaid beneficiaries in a single county or group of counties. Payment rates for these
entities are determined through confidential negotiations between the state and the COHSs.

Prior law limited total COHS enrollment to 10 percent of the state’'s Medicaid population.
BIPA raisesthislimit to 14 percent. CBO anticipates that thiswill lead to higher spending
because the state will have less leverage in negotiating rates with the newly-expanded
COHSs, and because payment rates to existing COHSs are somewhat more generous than
other managed care arrangements. CBO estimates that this provision will increase federal
Medicaid outlays by less than $50 million over the 2001-2005 period and $0.1 billion over
the 2001-2010 period.

Issuance of final regulation on Medicaid upper payment limits. BIPA requires the
Secretary of Health and Human Services to issue a fina regulation that will restrict the
amount of Medicaid payments that states may make to facilities that are operated by local
governments and thus curtail the use of an accounting practice that allows states to
artificially inflate their reimbursable spending. This final regulation must be based on a
proposed rule that was announced on October 5, 2000, with certain modifications. CBO's
estimate for the provision is based on those parameters, although they may differ in certain
respectsfrom the final rule that was published in the Federal Register on January 12, 2001.
CBO estimatesthat this provision will reducefederal Medicaid outlaysby $21.7 billion over
the 2001-2005 period and $77.3 billion over the 2001-2010 period.

Background. Under prior law, federal regulationslimited total M edicaid paymentsthat states
could maketo each classof health carefacility—hospitals, nursing homes, outpatient clinics,
and intermediate-care facilities for the mentally retarded (ICF/MRs)—to the amount that
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would be paid for the same services using Medicare's payment principles. Thisamount is
commonly known as the Medicare upper payment limit (UPL). The UPLs for outpatient
clinicsand ICF/MRs applied to all private and public facilities, while hospitals and nursing
homes had two separate UPLs: one for facilities operated by state governments and one for
all other facilities.

Since Medicaid rates are typicaly lower than Medicare rates, most states had room to
increase their Medicaid payments without exceeding the UPL. This difference gave states
an opportunity to use financing mechanismsto generate additional federal matching funds
without increasing state Medicaid spending.

Below isasimplified description of how the UPL mechanism works:

State raises payment rates for local facilities. A state estimates the UPL (using a
methodol ogy approved by the Health Care Financing Administration, now known asthe
Centers for Medicare and Medicaid Services) for a particular class of facility and
calculates the additional amount that it can spend without violating the UPL. The state
then increases its Medicaid spending by this amount by raising payment rates, but only
for facilities operated by local governments. Since local governments operate only a
small fraction of all health carefacilities (for example, lessthan 10 percent of all nursing
home beds are operated by local governments), the new rates are often dramatically
higher than previous rates (for example, rates might jump from $100 per day to $1,500

per day).

State pays local facilities based on higher rates. The state then pays local government
facilitiesfor Medicaid services using the higher rates. States may use their own funds or
funds borrowed from local governmentsto make the additional payments. Thefacilities
(or thelocal governmentsthat run them) then repay to the state the added amount received
asaresult of the higher payment rates. Once these transfers are taken into account, state
Medicaid payments to local government facilities are often no different than they were
before the UPL mechanism was put in place.

State receives federal matching payment. The state then claims federal matching funds
for the higher Medicaid payments made to local government facilities. The higher
payment rates for the local government facilities allow the state to receive extrafedera
matching funds without, on net, having to spend any additional state funds to get them.
The state can use the additional matching funds for any purpose. States with UPL
mechanismshave spent their extrafunds on additional Medicaid services(using thefunds
asthe state match to draw down more federal matching funds), on health programs other
than Medicaid, and on education or other programs.
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The Health Care Financing Administration estimated that at |east 26 states were using UPL
mechanisms by the end of 2000. Although some states have been using these mechanisms
for years, the number engaged in the practice grew rapidly in 2000 as more states |earned
about UPL financing mechanismsand hurried to enact them—and receive additional federal
funds—before the federal government moved to curb the practice. CBO estimates that,
without the new regulation issued pursuant to BIPA, federal Medicaid spending due to the
UPL mechanism would have grown rapidly, jumping from $6.8 billion in 2001 to
$23.2 hillion in 2010. UPL-related spending would have totaled $60 billion over the
2001-2005 period and $160 billion over the 2001-2010 period.

Major elements of the regulation. The regulation will curb, but not eliminate, states' ability
to receive additional federal matching funds using the UPL accounting practice. The
regulationwill create separate UPL swithin each provider classfor privatefacilities, facilities
operated by local governments, and facilities operated by state governments. Under prior
law, states were able to generate very high federal payments mainly because they could
aggregate private and local spending for the calculation of the UPL, and direct that extra
spending to local facilitiesonly. Without the ability to aggregate private and local spending,
states’ ability to generate additional federal matching fundswill be greatly reduced because
payment rates for local government facilities will no longer be inflated to reflect the
additional payments that could be made to private facilities.

The UPL will still be defined as the amount that would be paid for services under Medicare
payment principles. The only exception is for hospitals operated by local governments,
which will have a UPL equal to 150 percent of the Medicare amount. That provision of the
regulation will dampen the overall effects of the regulation, and expand states ahility to
generate federal funds for local hospitals. Ultimately, CBO anticipates that the final
regulation will reduce states’ ability to generate additional federal funds through UPL
mechanisms by 95 percent for nursing homes and about 33 percent for hospitals.

The full reduction in states’ ability to generate additional federal funds through UPL
mechanisms will be realized beginning in fiscal year 2009, because thefinal regulation also
providesthreesetsof transition rulesfor stateswith UPL mechanisms. Thosetransitionrules
are based on the effective datesfor the amendmentsto the Medicaid plansthat created them:

States with effective dates on or after October 1, 1999. These states will be able to
continue using their current UPL mechanisms until September 30, 2002. CBO's
estimate assumed that thefinal regulation would take effect on December 31, 2000, (the
deadline specified in BIPA for issuance of the regulation) and that any states without

approved state plan amendments would have to conform immediately to the new UPL
rules’.

6 The regulation took effect March 5, 2001.
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States with effective dates after October 1, 1992, and before October 1, 1999. These
states will be permitted to phase out their existing UPL mechanisms over athree-year
period beginning in the statefiscal year that starts after September 30, 2002. (For most
states, thiswill bethefiscal year that startson July 1, 2003.) Stateswill haveto reduce
their UPL-related spending by 25 percent in the first year, 50 percent in the second
year, and 75 percent in the third year.

States with effective dates on or before October 1, 1992. BIPA specifies that these
states will be permitted to phase out their current UPL accounting practices over asix-
year period, beginning with the first state fiscal year that starts after September 30,
2002. (For most states, thiswill be the fiscal year that starts on July 1, 2003.) States
must reduce their UPL-related spending by 15 percent annually and be in full
compliance with the new regulation by October 1, 2008. CBO anticipates that five
states—California, Illinois, New Mexico, Pennsylvania, and Wisconsin—will fall in
this category.

Once these transition rules are taken into account, CBO estimates that the final regulation
will reduce UPL-related spending by half over the 2001-2005 period and by two-thirds over
the 2001-2010 period.

Likelihood of administration action under prior law. CBO’s estimate for this provision
assumed that under prior law there was some probability that the administration would have
acted on itsown to limit states' use of UPL financing mechanisms. As aresult, estimated
savings do not represent the full impact of the regulation on Medicaid spending.

Subsequent devel opments. Several stateshad amendmentsto their Medicaid plansthat would
establish or expand UPL mechanismspendingwithHCFA. CBO assumed that HCFA would
not approve these plan amendments until they were revised to comply with the new UPL
regulation. However, the Administration has approved these amendments without changes,
so these states will be eligible for atwo-year transition period before they have to comply
with the new UPL regulation. As a result, federal Medicaid spending related to UPL
mechanismswill be higher in 2001 and 2002, and the cost savings associated with BIPA will
be lower, than CBO had anticipated.

I ncreased federal medical assistance per centagefor Alaska. BIPA establishes a special
formulato determine the federal medical assistance percentage (FMAP) for Alaskafor the
2001-2005 period. The FMAP isthe federal government’ s share of Medicaid spending for
most services. CBO anticipatesthat Alaska’ sFMAP for 2001 will be 60.1 percent under the
new formula, compared to 56.0 percent under prior law. CBO estimates that this provision
will increase federal Medicaid outlays by $0.2 billion over the 2001-2005 period.

Extension of transitional Medicaid. Statesare required to continue Medicaid benefitsfor
certain welfare-related beneficiaries who would otherwise lose their coverage because of
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increased earnings. Under prior law, this requirement expired at the end of 2001; the act
extends it through 2002. CBO estimates that this provision will increase federal Medicaid
spending by $0.5 billion over the 2001-2005 period.

Allow additional entitiesto determine presumptive eigibility. The act will expand the
kinds of entities that states may use to determine presumptive eligibility under Medicaid to
include SCHIP eligibility workers, schools, and certain other entities. CBO estimates that
this provision will raise Medicaid spending by $0.4 billion over the 2001-2005 period and
$1.0 billion over the 2001-2010 period. States that use these new entities will aso find
additional children who are éligible for SCHIP, increasing outlays in that program by less
than $50 million over the 2001-2005 period and $0.1 billion over the 2001-2010 period.

Uniform application form for QMB and SLMB benefits. The act will require the
Secretary of Health and Human Services to develop a simplified application form for
gualified Medicare beneficiary (QMB) and specified low-income Medicare beneficiary
(SLMB) benefits. (Under the QM B program, Medicaid paysall M edicare premiumsand cost
sharing for Medicare beneficiaries with incomes below the poverty level. Under the SLMB
program, Medicaid pays the Part B premium for Medicare beneficiaries with incomes
between 100 and 120 percent of the poverty level. Both QM B and SLMB beneficiaries must
also have limited assets.) States' use of the simplified formisoptional. Thisprovision will
take effect one year after enactment.

CBO estimatesthat thisprovision will slightly increase QM B and SLMB enrollment, raising
federal Medicaid spending by $0.1 billion over the 2001-2005 period and $0.2 billion over
the 2001-2010 period. CBO assumes that newly-enrolled QMBs will also consume more
Medicare services because they will no longer have to pay cost sharing, raising Medicare
outlays by $0.1 billion and $0.3 billion, respectively, over the same periods.

Effects of Medicare Provisions on Medicaid Spending for Medicar e Enrollees

A change in the Medicare Part B premium affects federal Medicaid spending because
Medicaid coversthe cost of that premium for individualswho are eligiblefor both Medicaid
and Medicare and for other low-income Medicare beneficiaries who do not qualify for full
Medicaid benefits. In addition, higher Medicare payment rates will also affect the amount
of cost-sharing owed by beneficiaries; Medicaid covers those cost-sharing payments for
certain low-income individuals. On the other hand, several Medicare provisions are likely
to reduce M edicaid spending by substituting Medicare paymentsfor servicesthat previously
were the responsibility of the Medicaid program. On balance, CBO estimates that those
interactions will have little effect on Medicaid spending through 2005, and will increase
Medicaid spending by $0.6 billion during the 2001-2010 period.
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TitleVIII: State Children’s Health Insurance Program

CBO estimatesthat Title V11 will increase SCHIP outlays by less than $50 million over the
2001-2005 period and by $0.1 billion over the 2001-2010 period. Due to interactions
between SCHIP and Medicaid, this title will also reduce Medicaid outlays by less than
$50 million over the 2001-2010 period.

BIPA establishes special rules for the redistribution and availability of the allotments that
states received in 1998 and 1999 under SCHIP. Under prior law, states had three years to
spendthose allotments. After threeyears, all unspent fundswould have been madeavailable
for another year and redistributed to states that had spent their entire allotments.

Under the act, the amounts that will beredistributed in 2001 and 2002 will be |ess than what
they would have been under prior law. States that have spent their 1998 allotment will
receive aredistribution in 2001 equal to the difference between their total SCHIP spending
between 1998 and 2000 and their 1998 alotment. Similarly, redistributions for 2002 will
equal the difference between spending between 1999 and 2001 and the 1999 allotment. The
states that have been unable to spend their allotments within three years will receive the
remaining amounts. All funds from the 1998 and 1999 allotments will remain available
through 2002. Finally, the act also allows states to spend additional funds from their 1998
allotments on outreach activities.

The provision effectively transfers SCHIP funds from states with devel oped programs that
spend most or al of their allotments to states with less mature programs that are far below
their allotment amounts. For this reason, CBO estimates that this provision will increase
outlays by less than $50 million over the 2001-2005 period and by $0.1 billion over the
2001-2010 period.

Title X: Other Provisions

PACE Waivers. Theact authorizesthe Secretary to extend waiversfor providersto operate
under the Program of All-Inclusive Carefor the Elderly (PACE) for an additional year, and
grants the Secretary additional flexibility in negotiating the terms of those waivers. CBO
estimatesthat provision will increase Medicare spending by $0.1 billion over the 2001-2005
period.

Mandatory Appropriations. BIPA appropriates $475 million in 2001 for the Ricky Ray
Hemophilia Relief Fund. The act also appropriates $140 million in both 2001 and 2002 and
$200 millionin 2003 for diabetes programsadministered by the Centersfor Disease Control,
the Indian Health Service, and the National Institutes of Health. CBO estimates that these
appropriations will increase spending by $0.9 billion over the 2001-2005 period.
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